Abstract: This study revisits the impact of financial development on economic growth in South Africa by incorporating trade openness in the production function. The paper covers the period of 1970-2011. We apply the Bayer-Hanck combined cointegration approach to examine the long run relationship between the variables. Our results indicate that financial development stimulates economic growth. Capital use adds in economic growth but trade openness impedes economic growth. The demand-side hypothesis is validated in South Africa. This paper suggests that government should redirect trade policies to reap optimal fruits of financial development for long run economic growth.
I. Introduction
Determinants of economic growth remain a relevant and exciting topic in economics and almost stand unresolved as much as its effects on financial development and vice versa. Whether financial development induces economic growth or economic growth induces stock market capitalization and financial intermediation or whether there is a two-way relationship is discussed in different scales by using different methods.
Theoretically, financial development is discussed from the threefold dimension: supply, demand and feedback hypothesis (Enisan and Olufisayo, 2009 ). As policymakers struggle to have a stable economy and find a sustainable growth for their countries, finance and growth connection becomes more crucial. That is why the rate of growth of new research in this area is almost exponential (Murinde, 2012) . Financial development in a broad sense means the transfer of funds from savers to investors through financial intermediaries in an efficient way. Efficiency refers to accuracy and speed in transferring role of financial intermediaries (Hye and Dolgopolova, 2011) . Although the existing literature has different results on the individual country level or cross-country level, the weight of the evidence is in favor of the argument that growth and financial markets make a difference (Murinde, 2012) .
Our motivation is to examine the linkages between financial development, trade openness and economic growth in South Africa. South Africa has a well-developed financial sector, with a wide range of financial institutions and instruments. It includes various commercial banks, South African Reserve Bank, life insurance companies, Post
Office savings bank, the Development Bank of Southern Africa, unit trusts and microlenders. In addition, there are investment firms and the Land Bank that provide finance primarily for agricultural investments. In 1997, the country had about 51 licensed banks and five mutual (community) banks. Currently, there are a total of about 77 banks these include about 12 local banks, 60 foreign banks, two mutual banks, two development banks, and a post bank. Even with the enormous banks, the market share of the banking sector is still ruled by a few banks. During the mid-1990s, four banking groups clutched more than 95% of the banks' total assets (Odhiambo, 2013) .
The South Africa's stock market is measured to be one of the most developed markets as both money and capital markets are active in South Africa. But, the South African capital market is considered to be more robust. The expansion of the stock market, can be drawn to back as the nineteenth century. The Johannesburg Stock Exchange (JSE) was formed in 1887 and presently cited one of the largest stock exchanges in the world in terms of market capitalization. At present South African securities are traded concurrently in Johannesburg, New York, Frankfurt, Zurich and London. The JSE offers trading markets in equities, equity derivatives, commodity derivatives and interest rate products. The Bond Exchange of South Africa (BESA) was first licensed to trade in 1996, during 2001; it became one of the most liquid emerging bond markets in the world. The number of listed companies has also increased exponentially since the 1990s. In 2003, the number of listed companies on the JSE had climbed to 472, and the market capitalization was appraised at US$182.6 billion, while the average monthly traded value was US$6399 million. As of November 2011, the JSE had a market capitalization of US$799.7 billion. During 2011, JSE is considered to be 17 th largest stock exchange in terms of bonds traded, just after the London Stock Exchange Group.
During 2010-11, bonds value traded increased from US$2321 billion to US$2898 billion. Whereas, the JSE ranked number five worldwide in 2011 (in terms of single stock futures), which amounted to about 48 million contracts traded (World Federation of Exchanges, 2012). 1 Accordance with international standards, the financial sector in South Africa is wide-ranging, and highly sophisticated. During 1994, South Africa's total domestic credit to the private sector as a percentage of GDP was estimated at 114%, while the total domestic credit to the private sector as a percentage of GDP (DCP/GDP) from all SSA countries was only 62%. This later increased to 135% in 2011, whereas the collective average DCP/GDP from all SSA countries was only 58%.
On the stock market development front, the total stock market capitalization of listed companies as a percentage of GDP (SCAP/GDP) was about 166% in South Africa, while the collective average SCAP/GDP of all SSA countries was only 119%, later increased significantly to about 279% in 2010 (Odhiambo, 2013 ).
This paper contributes in existing economic literature by revisiting financial development-economic growth nexus in the case of South Africa by incorporating trade openness in the production function. We apply structural break unit root test and combined Cointegration test to examine integrating properties and long run relationship between the variables. The VECM Granger causality is applied to investigate the direction of the causal relationship between the series. We find that financial development and capital use add in economic growth but trade openness declines it. The causality is running from economic growth to financial development validating the demand-side hypothesis in South Africa.
II. Literature Review
Financial development, a term usually refers to the development of stock market and credit channels, has been widely discussed in the existing literature from the economic growth perspective as well as from different perspectives. The idea first suggested by Schumpeter (1912) and then promoted by some others (Goldsmith, 1969; McKinnon, 1973; Shaw, 1973 , Levine, 1997 ) that in order to achieve a high rate of economic growth, financial development is a necessary condition. However, in earlier theoretical stages, the connection between financial development and economic growth is also considered low or non-exist. For instance, Stern (1989) did not indicate the financial system's role in economic growth in his survey of development economics and Lucas Jr (1988) argued that the role of financial factors in economic development is usually exaggerated. Robinson (1952) and Romer (1990) viewed financial development as the servant of economic development and responding passively to the demand for financial services. Asli Demirgüç-Kunt and Levine (1996b) found that initial level of stock market development is important for financing choices of the firms. Asli Demirgüç-Kunt and Levine (1996a) provides a broad array of indicators of stock market and financial intermediary development, using data of 44 developing and industrial countries over the period 1986 to 1993. Levine and Zervos (1996) found in a cross-country analysis that stock market development is positively and robustly linked to long-run economic growth. Levine and Zervos (1998) Demetriades and Hussein (1996) documented the bidirectional relationship between financial development and economic growth. Arestis and Demetriades (1997) assessed the evidence of financial development and growth nexus and resulted that cross-country regression may not reflect country level occurrences as time-series estimation of single countries exhibit significant variation across countries regardless of the fact that the same variables and estimation methods are utilized. Bank development might lead economic development though bank legal codes are also important in bank development (Levine, 1998 production, production function in period t is given below: 
Where  is time-invariant constant, T is indicator of trade openness and F is financing development. Substituting equation-2 from equation-1:
Dividing both sides by population while keeping the impact of labor constant and taking logs, equation-2 can be modeled as follows:
Where, 
IV. Methodological Framework
Prior to testing for cointegration, it is the standard way to check the stationary properties In econometric analysis, the time series is said to be integrated if two or more series are individually integrated, but some linear combination of them has a lower order of integration. Engle and Granger, (1987) Once the long run relationship is established among the series, we test the direction of causality using the following error correction representation 3 : shows that financial development 3 If cointegration is not detected, the causality test is performed without an error correction term (ECT).
Granger causes economic growth while Granger causality runs from economic growth to financial development is indicated by
V. Results Interpretations
Table-1 shows the descriptive statistics and we find that standard deviation is low in economic growths series as compared to a series of trade openness and capital.
Financial development series shows the high standard deviation. The Jarque-Bera statistics show that all the series are normally distributed with zero mean and constant variance. Note: * and ** show significance at 1% and 5% levels respectively.
() Indicates the legs.
To overcome this issue, we have applied the Zivot-Andrews unit root test which accommodates the information about single unknown structural break in the series. The results reported in Table-4 reveal that all the variables have a unit root problem at level in the presence of structural break in the series. After first differencing, we find that variables are found to be stationary. This implies that all the series are intergrated at I(1). As the unit root test shows that all variables follow the I(1), the combined cointegration tests are proceeded. The long run as well as short run results are discussed in Table- In the short run, we find that financial development is negatively related to economic growth but it is statistically insignificant. The relationship between capital and economic growth is positive and it is statistically significant at the 1 percent level of significance. Trade openness adds in economic growth at 1 percent level of significance. Note: *, ** and *** represent significance at 1%, 5% and 10% levels respectively.
In short run analysis, we find that the feedback effect exists between capital and economic growth. Trade openness Granger causes economic growth and resultantly, economic growth Granger causes trade openness. The neutral effect is found between financial development and economic growth. Capital Granger causes trade openness.
VI. Concluding Remarks and Recommendations
This paper revisits the relationship between financial development and economic 
